
Activity Analysis 1

Implementing ABC at  
Medicare Contractors

ABC Team
The implementation of ABC is a further refinement of the Medicare contractor budget preparation requirement as defined in section 1203 of the Intermediary Manual – Introduction of Activity Level Budget and Cost Reporting, which states:	Costs are allocated and reported separately by PM and MIP functions and activities.  Contactors and HCFA [now CMS] are not allowed to co-mingle the PM and MIP funding that is appropriated separately by Congress.  PM provides funding for claims processing functions, and MIP provides funding for payment safeguard functions.  A function is a unique operation which is separately identifiable, such as Bills Payment or Appeals.  An activity is defined as a subcategory of a Medicare function.  The activities available to a contractor may vary depending upon the functions performed by that contractor.  A listing of activities is available within the CAFMII reporting system utilized for Medicare contractor budget and cost reporting.This section of the manual clearly states that CAFMII is a form of activity based costing.  ABC-like cost reporting has been a CMS requirement, the difference for FY 2003 reporting is additional more extensively defined activities.
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Consumed Resources
Labor Hours / Equipment Usage

Finite
Measurable Units

ABC Team
Resources consumed by activities are the cost.  Section 1211, B. identifies cost as salaries and wages, fringe benefits, Electronic Data Processing (EDP) equipment, other direct costs, other costs, non-Coordination of Benefits (COB) credits, overhead, general & administrative (G&A), fee/profit, total cost, other adjustments, forward funding and total adjusted cost…..
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Receive Input

Perform Service

Manage S
taf

f

Rework

ABC Team
Cost is incurred when people do things (receive input, perform service, manage staff, and do rework).  In section 1212.9 of the Manual, Cost Categories have been defined in detail.
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1. List people for each activity

2. Determine salary and job description

3. Determine the % of time that individuals 
spend doing specific activities

4. Multiply time percentages by annual salaries

ABC Team
Salaries and wages account for a large portion of cost to be assigned.  Four key steps in determining labor costs:1.Get a list of the people in the organization units for each activity.2. Find out the salary of each person, along with job category or description.3. Determine the percent of time that individuals spend doing specific activities over a designated period. 4.Multiply time percentages by annual salaries.If new activities or a planned increase in current activities occurs where actual staff is not known, use types of position and average salaries for those positions.  i.e. using some number of system analyst with average salary of $60,000 versus names and actual salaries.
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Time cards & reports
Interviews with managers
Observation
Surveys

ABC Team
There are various ways to calculate the percentage of time that individuals spend doing specific activities.  Time cards and reports, interviews with managers – managers may not always know all the task that have been assigned to an employee, therefore a survey validated by a manager may prove the best results -, observation – good for repetitive operations - , and surveys – best approach in large operations.For ABC purposes CMS is not requiring time cards and reports as support for assignment of staff related cost.  Use time reporting systems if you already have them in place, otherwise one or a combination of more than one of the above methods is sufficient as support documentation for ABC costing.
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Employee Survey Example

STAFF TIME QUESTIONNAIRE

NAME: Jane Doe / Claims Processor
Cost Center:  EDI
Salary: $125,000

**Do not use less than 10%**
CAFM   
Co d e  Ac tiv ity  Na me % of Time
11200 BILLS  /CLAIMS
11201 Perform EDI Oversight 0.50
11202 Manage Paper Bills/Claims 0.20
11203 Manage EDI Bills/Claims 0.10
11204 Bills/Claims Determination 0.10
11209 Manage Outgoing Mail
11210 Reopen Bills/Claims 0.10

Employee Total must = 100% 1.00

Employee name & title

Salary

Percentage of time spent on 
activity as a decimal

Must equal 100%

ABC Team
This sample of an employees survey list activities in a function.  The employee or manager should enter the amount of time that is spent on an activity.  A rule of thumb is not to use less than 10%, however if a more sophisticated method is used to calculate time, more accurate times may be used.The survey should be conducted at the time the budget is being prepared to use as support for the budget requirements.  Periodically, the survey should be updated to refine the results for actual reporting to CMS via CAFMII monthly.
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Cost Center Analysis of Staff Time Usage Example

17.6%
#  FTE 1 10 5 3 = 19

ACTIVITY ANALYS IS  S HEETCo s t Ce nte r: EDI

CAFM   
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%a g e
11200 Bills  P a yme nt
11201 P e rfo rm EDI Ove rs ight 0.50 3.80 0.00 4 .30 22 .6%
11202 Ma na ge  P a pe r Bills /Cla ims 0.20 5.00 0.20 1.80 7 .20 37 .9%
11203 Ma na ge  EDI Bills /Cla ims 0.10 2.00 0.30 0.60 3 .00 15 .8%
11204 Bills /Cla ims  De te rmina tion 0.10 0.10 0.60 0 .80 4 .2%
11209 Ma na ge  Outgo ing  Ma il 0.00 0.00 0.00 0 .00 0 .0%
11210 Re ope n Bills /Cla ims 0.10 3.00 0.60 0.00 3 .70 19 .5%

Gro s s  To ta l 1.00 10.00 5.00 3.00 19.00 100%
Div  Qty 1 .00 10.00 5.00 3 .00
Ba l % 1.00 1.00 1.00 1.00

Number of FTEs

Title of FTEs

Percentages from surveys

Total # of FTEs & 
percentages for activities 
in the function.

ABC Team
Time gathered from surveys is entered next to each activity. The total spent on an activity equals the total amount of FTEs. Total time and percentage spent to perform EDI oversight, in this example, would equal 4.3 FTEs or 22.6% of the employees assigned to this function.  The total FTE or percentage can be used as the basis for determining the assignment of other direct cost such as equipment or facility usage.  A manager should validate and adjust surveys to reflect the work performed on any given activity as accurately as possible.
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Salary Distribution based on Survey Results Example
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%
Bills  P a yme nt

P e rfo rm EDI Ove rs ight 62,500 0 180,500 0 243 ,000 25 .1%
Ma na ge  P a pe r Bills /Cla ims 25,000 168,575 9,500 160,140 363 ,215 37 .6%
Ma na ge  EDI Bills /Cla ims 12,500 67,430 14,250 53,380 147 ,560 15 .3%
Bills /Cla ims  De te rmina tion 12,500 0 4,750 53,380 70 ,630 7 .3%
Ma na ge  Outgo ing  Ma il 0 0 0 0 0 0 .0%
Re ope n Bills /Cla ims 12,500 101,145 28,500 0 142 ,145 14 .7%

Gro s s  To ta l 125,000 337,150 237,500 266,900 966 ,550 100%

Salaries of FTEs

Salary amounts based on 
percentage of time from 
survey.

Amount & percentage 
of  salaries of function.

ABC Team
Salaries (top) multiplied by the amount of time (previous slide) equals total salaries for the activity. Percentage of total salary for the Bills/Claims function for each activity is in last column.  These percentages can be used to determine assignment of salary related cost such as fringe benefits.
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Understand your general ledger
Directly assign expenses when possible
Use cost drivers and activity drivers

ABC Team
Understanding your general ledger, will help you to know how costs are accumulated.  Directly assign expenses when possible.  Expenses such as travel, materials, supplies, and subcontracts can be traced and assigned directly to a specific activity.  If a facility or item of equipment is dedicated to a single activity, then all its costs are traced to that activity.  Cost drivers and activity drivers are used to assign resources that cannot be traced directly to an activity.  Even portions of cost items included as possible overhead costs in the manual instructions should be assigned as direct cost prior to any overhead allocation percentage being applied to the remaining balance.Section 1212.9 H. Overhead list several service costs and how they should be assigned.  For example:	Printing and Duplication - - To the extent possible, distribute the costs related to printing to the appropriate 	line item (activity) responsible for the end product.
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Cost Driver – A factor that causes a change 
in the performance of an activity and in 
doing so, affects the resources required by 
an activity.

Example:
Activity: Perform EDI Oversight
Cost Driver: Complexity of Claim to be 
submitted by provider 
i.e. hospital vs individual practitioner

ABC Team
Cost drivers are factors that determine the work load and effort required to perform an activity.  Cost drivers effect how an activity consumes resources while activity drivers affect demand for the resources.Cost drivers assist the decision-making process by concentrating on the factors that give rise to the costs without clouding the issue with irrelevant allocations.  Cost drivers relate to volume, value, quality, time and level of service.
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Activity Driver – a factor used to assign cost 
from an activity to a cost object.

Example:
Activity: Reopen Bills/Claims
Activity Driver: Number Of Claims Reopened

ABC Team
Activity drivers are factors that measure activity consumptions by a cost object. There can be more than one activity driver for each activity.
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Cost Center : 
EDI        
EXPENSE %

of FTE
Time

Salaries/
Wages

%
of FTE
Salary

Fringe
Benefits

EDP Equipment: 
rental/leases
depreciation maint & 
repairs
software changes
personal prop taxes

        Activity 
        Driver

S ta ff Time
P ro d uc tive  
Ho urs

     Costs 
     per PC 

         Cost 
         Driver %

of FTE

Dire c t La bo r
Co s ts  

%
of FTE
Salary

Fringe
Benefits

      Number of        
Employees with PC      

11200 Bills  Payme nt 965,000 24 7 ,3 19 23,089

11201
P e rform EDI 
Ove rs ight 22.63% $218,394.74 17.59% $43,514.29 5225.405263

11202
Ma na ge  P a pe r
 Bills /Cla ims 37.89% $365,684.21 40.82% $100,947.29 8749.515789

11203
Ma na ge  EDI
 Bills /Cla ims 15.79% $152,368.42 16.74% $41,403.51 3645.631579

11204
Bills /Cla ims  
De te rmina tion 4.21% $40,631.58 3.58% $8,855.72 972.1684211

11209
Ma na ge  
Outgo ing  Ma il 0.00% $0.00 0.00% $0.00 0

11210
Re ope n Bills
/Cla ims 19.47% $187,921.05 21.27% $52,598.18 4496.278947
Total 100 .00% $965,000.00 100.00% $247 ,319 .00 $23 ,089 .00

Fringe Benefit is based 
on salary percentage.

Cost of PC was calculated 
using percentage of FTE, 
(if each employee is 
assigned a PC no matter 
their salary).

Example 

ABC Team
Percentages from the FTE chart (slide 7) can be used to determine the assignment of equipment, supplies, personal computers, etc.  If it a piece of equipment is used only for one activity, than all cost should be assigned to that activity.  Salary percentages (slide 8) can be used to assign fringe benefits or holidays, and other expenses based on amount of salaries.  It is important to determine which resources are being used for an activity.  This is only an example of the various ways that cost may be assigned.  If you are currently assigning costs as prescribed by the manuals to the CAFMII function, the new activity codes are only a further breakdown of those functions.


